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Item 2 Material Changes

The firm has updated its assets under management for year-end 2015. More detail on this update
can be found in Item 4 of this document.

The Firm has made the following changes to its existing services:

Financial Consulting Service (FCS) — added the following service levels:
Bronze
Silver
Gold
Platinum

The above service levels replace the following, which have now been removed:
Financial Consulting Service (Fixed Project Fee)
Financial Consulting Service (Client’s Young Adult Dependent Child)

Financial Consulting Service (Client’s Young Adult Independent Child)

We have begun to work with clients on defined benefit plans, as an extension of our defined
contribution advisory service.

For estate planning purposes, R. Douglas Pauley has transferred his ownership shares in the firm to
Kim Pauley.
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Item4 Advisory Business

Pauley Financial is a registered investment adviser with its principal place of business located in
Texas. Pauley Financial began conducting business in 1996.

Listed below are the firm's principal shareholders (i.e., those individuals and/or entities controlling
25% or more of the company).
e Kim Victoria Pauley

On 1/1/2016, R. Douglas Pauley transferred his ownership shares in Pauley Financial to Kim Pauley.
Pauley Financial offers the following services:

CAPITAL MANAGEMENT SERVICE

This service includes:

e Financial goal planning and tracking

e Debt management

e Cash flow planning

e Employee benefits reviews and recommendations

e Insurance needs analysis and recommendations

e Tax strategy planning and integration with portfolio management (Note: Since the Advisor is
not a Tax Attorney, Certified Public Accountant or Enrolled Agent, the firm cannot offer
accounting or specific tax advice. The tax strategy planning is intended to identify planning
opportunities. Any suggestions made should be discussed with a tax advisor prior to
implementation.)

e Estate plan integration (Note: Since the Advisor is not an attorney and cannot offer legal
advice or prepare legal documents, the estate planning is intended to help identify gaps
and/or planning opportunities as well as integrating your estate plan into your financial plan.
Any suggestions made should be discussed with an attorney prior to implementation.)

e Investment planning

e Portfolio volatility tolerance determination

e Asset allocation

e Specific investment recommendations

e Rebalancing recommendations

e Implementation and plan maintenance support

e Ongoing access to the Advisor for the planning areas delineated above in this section.

e Account establishment and/or account transfer assistance
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e Ongoing portfolio monitoring

e Asset allocation and transaction recommendations
e Quarterly reports

e Coordination with Client’s other advisors

Investment services are provided on a non-discretionary basis and discretionary basis. Discretion is
agreed upon at inception of the client relationship. For non-discretionary accounts, no transactions
will be made without the Client’s prior approval.

FINANCIAL CONSULTING SERVICE (HOURLY SERVICE)

This is an hourly consultation service billed at $300/hour monthly in arrears.

FINANCIAL CONSULTING SERVICE (BRONZE, SILVER, GOLD, PLATINUM)

Pauley Financial offers monthly retainer services designed to meet the specific needs of clients.
Clients may select the level of service they need from the services offered below.

BRONZE
This service includes:

e Current Net Worth Analysis

e Debt Management

e Cash Flow Planning

e Goal Planning and Analysis

e Risk Tolerance Evaluation

e Recommended Target Allocation Development

e General Investment Recommendations for Existing Individual Retirement Accounts (IRAs)/Roth
IRAs along with Employer Retirement Plans

e General Insurance Recommendations for Life Insurance, Disability and Long-Term Care

e Recommended Documents for Estate Planning

e 6 Month Check-in to review status of Action Plan

e Annual Plan Update
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SILVER
This service includes:

e Current Net Worth Analysis

e Debt Management

e Cash Flow Planning

e Goal Planning and Analysis

e Risk Tolerance Evaluation

e Develop a Recommended Target Allocation

e Review Allocation of Current Investment Assets, compare to Target Allocation and make
appropriate recommendations

e List of Recommended Investments per Recommended Target Allocation

e General Investment Recommendations for Existing IRA/Roth IRAs along with Employer
Retirement Plans

e List of General Insurance Recommendations for Life Insurance, Disability and Long-Term Care

e List of Recommended Documents for Estate Planning

e Review of Current Account Titling and Beneficiary Designations

e (Quarterly Check-in to review status of Action Plan

e Annual plan update

GOLD/PLATINUM
This service includes (all or part of this list depending on client needs and complexity):

e Financial goal planning and tracking

e Debt management

e Cash flow planning

e Employee benefits reviews and recommendations

e |nsurance needs analysis and recommendations

e Tax strategy planning and integration with portfolio management (Note: Since the Advisor is
not a Tax Attorney, Certified Public Accountant or Enrolled Agent, the firm cannot offer
accounting or specific tax advice. The tax strategy planning is intended to identify planning
opportunities. Any suggestions made should be discussed with a tax advisor prior to
implementation.)

e Estate planintegration (Note: Since the Advisor is not an attorney and cannot offer legal advice
or prepare legal documents, the estate planning is intended to help identify gaps and/or
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planning opportunities as well as integrating your estate plan into your financial plan.

suggestions made should be discussed with an attorney prior to implementation.)
e |nvestment planning
e Portfolio volatility tolerance determination
e Asset allocation
e Specific investment recommendations
e Rebalancing recommendations
e Implementation and plan maintenance support
e Ongoing access to the Advisor for the planning areas delineated above in this section.
e Account establishment and/or account transfer assistance
e Ongoing portfolio monitoring
e Asset allocation and transaction recommendations
e (Quarterly reports
e Coordination with Client’s other advisors

For Clients who are seeking a retirement plan solution, we offer the following range of services:

RETIREMENT DEFINED CONTRIBUTION PLAN INVESTMENT ADVISORY CONSULTING
This service includes:

e Recommending a diverse selection of exchange traded funds and/or mutual funds with
different expected volatility and return levels

Any

e Selecting, monitoring and changing exchange traded funds and/or mutual funds included in

the investment options offered to Plan Participants
e Assisting the Plan Representatives in establishing a relationship with an independent,
qualified record-keeper on behalf of the Plan (the “Record-Keeper”)

The Adviser shall serve as an investment manager of the Plan as defined in Section 3(21) of
the Employee Retirement Income Security Act of 1974, as amended (“ERISA”), when it is
providing the services described above and acknowledges that it is a fiduciary to the Plan in
providing such services

Meet with Plan Participants on a biannual basis to answer questions about the selection of
funds provided and to help employees onboard to the Plan

RETIREMENT DEFINED BENEFIT PLAN INVESTMENT ADVISORY CONSULTING

This service includes:

e Advise the Plan Representatives with respect to investments in exchange traded and/or mutual funds
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to be made in the Account.

e Recommend, monitor and change exchange traded funds and/or mutual funds included in the
investment options from time to time as determined by the Adviser with input from the Plan
Representatives.

e Assist the Plan Representatives in establishing a relationship with an independent, qualified record-
keeper on behalf of the Plan.

e Meet periodically with the Employer and the Plan Representative, at such times as may be reasonably
requested by them, concerning the Account.

e Participate in portfolio and performance review meetings with the Employer and the Plan
Representatives at least twice yearly, unless otherwise determined by the Employer and the Plan
Representatives.

Terms of Service

The Client agrees to furnish all information required by the Advisor to perform the agreed upon
services. This entails not only the information required for the initial plans but changes to that
information as it occurs so the Advisor can ensure the timely update and integration of the Client’s
Financial Plan and Investment Plan. Without being advised of changes in the Client’s situation, the
Advisor will be unable to fulfill the services as agreed upon.

All analyses and recommendations will be on a “best effort” basis, based upon the information
submitted by the Client or the Client’s advisors. The Client may either follow or disregard wholly or
partially any information, recommendation, or advice given by the Advisor.

Assets Under Management

As of 12/31/2015, we were actively managing approximately $108,403,259 of clients' assets.

Item5 Fees and Compensation

The account value for each account in the portfolio is determined by the account custodian(s) at
market close on the last day of the quarter. The portfolio value does not include: savings bonds,
insurance cash values, real estate rental properties, Client's residence and/or other homes. Fees are
payable quarterly in arrears. Under certain circumstances fees may be negotiable.

CAPITAL MANAGEMENT SERVICE
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Fees — Portfolio Scaled Fees

Equivalent
Quarterly | Annual Rate

Portfolio Value Rate
< $1,000,000 0.25% 1.00% plus
$1,000,000 through | 0.20% 0.80% plus
$3,000,000
$3,000,000 through | 0.1625% 0.65% plus
$6,000,000
$6,000,000 through | 0.125% 0.50% plus
$9,000.000
> $9,000,000 0.09375% | 0.375%

The account value for each account in the portfolio is determined by the account custodian(s) at
market close on the last day of the quarter. Fees are payable quarterly in arrears. To cover the cost
of the extensive amount of time and effort the firm devotes to developing the initial investment plan
for new entities, Pauley Financial will assess a one-time New Client Set-Up Fee of $1,750 per entity
fee that is due at the inception of the engagement.

New Client Set-Up Fee: $1,750
Minimum Quarterly Fee: $3,125; quarterly fees are deducted directly from custodian accounts
Minimum Term of Agreement: Six quarters

FINANCIAL CONSULTING SERVICE (BRONZE, SILVER, GOLD/PLATINUM)
For clients who select one of our retainer packages of services, the fees are as follows:

BRONZE

$125 per month for a minimum twelve month period. Client to provide debit authorization and
choose payment date on either the 3™ or the 17%" of the month. Fees are billed in advance.

SILVER

$175 per month for a minimum twelve month period. Client to provide debit authorization and
choose payment date on either the 3™ or the 17 of the month. Fees are billed in advance.
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GOLD AND PLATINUM
Percentage of Assets Under Management (AUM) + Retainer
Percent AUM - 0.45%

+
Retainer cost per year starts at $4,100 and increases according to the needs of the client.

The account value for each account in the portfolio is determined by the account custodian(s) at
market close on the last day of the quarter. Asset Management Fees and retainer are payable
quarterly in arrears. The retainer fee may change as the needs of the Client change. All Client’s will
be informed in writing if they need to change form one retainer program to another.

At the sole discretion of the Advisor, the fees may be negotiable.

FINANCIAL CONSULTING SERVICE (HOURLY SERVICE)

This is an hourly consultation service billed at $300/hour monthly in arrears.

RETIREMENT PLAN 401(K) AND DEFINED BENEFIT PLAN CONSULTING

The annual fee for advisory services for plans shall be calculated as follows:

Plan Assets Annual Fee Paid Quarterly in Arrears

401k Plan and/or Defined Benefit Assets Under | 0.45% - 0.65% depending on plan size and
Management complexity

All fee calculations will be based upon the market value of the plan assets at quarter-end.

Termination of the Advisory Relationship — Capital Management Service: The engagement
continues in effect until terminated by either party by written notice to the other with 30 days
advance notice. Termination will not affect (i) the validity of any action previously taken by us; (ii)
liabilities or obligations of the parties from transactions initiated before termination of this
agreement; or (iii) your obligation to pay advisory fees (minimum of six quarters for Capital
Management Service; or, prorated through the date of termination if the minimum requirement is
met).
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Termination of the Advisory Relationship — Financial Consulting Service: This Agreement will
continue in effect until terminated by either party by 30 days written notice to the other.
Termination of this Agreement will not affect (i) the validity of any action previously taken by Advisor
under this Agreement; (ii) liabilities or obligations of the parties from transactions initiated before
termination of this Agreement; or (iii) Client’s obligation to pay consulting fees (if cancellation is
sought within first 60 days, a minimum fee of 6 months will be assessed, otherwise Client is obligated
to pay 12 month fee). Upon the termination of this Agreement, Advisor will have no obligation to
recommend or take any action with regard to the financial plan and/or investments.

Termination of the Advisory Relationship — Retirement 401(k) and Defined Benefit Plan Advisory
Service: This Agreement may be terminated at any time, without penalty, by the Plan
Representatives or by the Adviser with 60 days’ advance written notice to the other party. On
termination of this Agreement, the Plan Representatives will issue to the Adviser written instructions
regarding the Plan assets held in the Account, and the Plan Representatives shall be responsible for
monitoring the assets in the Account. The Adviser will be under no obligation to the Plan to
recommend any action after termination. This Agreement automatically will terminate in the event
of its assignment, unless the Plan Representatives on behalf of the Plan consent to its assignment. In
the event of a change in control or ownership of the Adviser that would constitute an “assignment”
under the Investment Advisers Act of 1940, the Adviser will provide written notice to the Plan
Representatives, and the Plan Representatives will be deemed to consent to the assignment on
behalf of the Plan, absent written notice of termination of this Agreement by the Plan
Representatives within 30 days from the date of such notice of assignment.

Mutual Fund & Exchange Traded Fund (ETF) Fees: All fees paid to us for investment advisory
services are separate and distinct from the fees and expenses charged by mutual funds, money
market funds and/or ETFs to their shareholders. These fees and expenses are described in each
fund's prospectus. These fees will generally include a management fee and other fund expenses.
You could invest in a mutual fund directly or an ETF through a brokerage account, without our
services. In that case, you would not receive the services provided by our firm which are designed,
among other things, to assist you in determining which mutual fund or ETF is most appropriate to
your financial condition and objectives. Accordingly, you should review both the fees charged by the
funds and our fees to fully understand the total amount of fees you would pay and evaluate the
advisory services we provide.

Additional Fees and Expenses: In addition to our advisory fees, you are also responsible for the fees
and expenses charged by custodians and imposed by broker-dealers, including, but not limited to,
wire transfer and electronic fund fees, transfer fees and any transaction charges imposed by a
broker-dealer with which we effect transactions for the client's account(s). Please refer to the
"Brokerage Practices" section (Item 12) of this Form ADV for additional information.
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Grandfathering of Minimum Account Requirements: Pre-existing Capital Management Service
clients are subject to our minimum account requirements and advisory fees in effect at the time the
client entered into the advisory relationship. Therefore, our firm's minimum account requirements
and rates may differ among clients.

Item 6 Performance-Based Fees and Side-By-Side Management

Pauley Financial does not charge performance-based fees nor engage in side by side management.

Item 7 Types of Clients

Pauley Financial provides advisory services to the following types of clients:

e High net worth individuals and their families
e Individuals

e Charitable organizations

e Pension and profit sharing plans

e Private businesses

Item8 Methods of Analysis, Investment Strategies and Risk of Loss

METHODS OF ANALYSIS

We use the following methods of analysis in formulating our investment advice and/or managing
client assets:

Asset Allocation. Rather than focusing primarily on securities selection, we attempt to identify an
appropriate ratio of securities, fixed income, and cash suitable to your investment goals and risk
tolerance.

A risk of asset allocation is that you may not participate in sharp increases in a particular security,
industry or market sector. Another risk is that the ratio of securities, fixed income, and cash will
change over time due to stock and market movements and, if not corrected, will no longer be
appropriate for your goals.

Mutual Fund and/or ETF Analysis. We look at the track record of the mutual fund or ETF in an
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attempt to determine if that fund tracks appropriately with its index. A risk of mutual fund and/or
ETF analysis is that, as in all securities investments, past performance does not guarantee future
results. A manager who has been successful may not be able to replicate that success in the future.
In addition, as we do not control the underlying investments in a fund or ETF, managers of different
funds held by the client may purchase the same security, increasing the risk to the client if that
security were to fall in value. There is also a risk that a manager may deviate from the stated
investment mandate or strategy of the fund or ETF, which could make the holding(s) less suitable for
your portfolio.

Risks for all forms of analysis. Our securities analysis methods rely on the assumption that the
companies whose securities we purchase and sell, the rating agencies that review these securities,
and other publicly-available sources of information about these securities, are providing accurate and
unbiased data. While we are alert to indications that data may be incorrect, there is always a risk
that our analysis may be compromised by inaccurate or misleading information.

INVESTMENT STRATEGIES

Our advice generally includes recommendations regarding the following securities:
e Exchange-listed securities
e Certificates of deposit
e Municipal securities
e Variable life insurance
¢ Variable annuities
e Mutual fund shares
e Exchange-traded funds (ETFs)

Because some types of investments involve certain additional degrees of risk, they will only be
recommended when consistent with your stated investment objectives, tolerance for risk, liquidity
and suitability.

We use the following strategy(ies) in managing your account(s), provided that such strategy(ies) are
appropriate to your needs and consistent with your investment objectives, risk tolerance, and time
horizons, among other considerations:

Long-term purchases. We purchase securities with the idea of holding them in your account for a
year or longer. Typically we employ this strategy when we want exposure to a particular asset class
over time, regardless of the current projection for this class.

Arisk in a long-term purchase strategy is that by holding the security for this length of time, we may
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not take advantage of short-term gains. Moreover, a security may decline sharply in value before we
make the decision to sell. You are reminded that investing in any security entails risk of loss you
must be willing to bear.

Item 9 Disciplinary Information

We are required to disclose any legal or disciplinary events that are material to a client's or
prospective client's evaluation of our advisory business or the integrity of our management.

Our firm and our management personnel have no reportable disciplinary events to disclose.

Item 10 Other Financial Industry Activities and Affiliations

Our firm and our management personnel have no reportable Industry Activities nor Affiliations to
disclose.

Item 11 Code of Ethics, Participation or Interest in Client Transactions
and Personal Trading

Our firm has adopted a Code of Ethics which sets forth high ethical standards of business conduct
that we require of our employees, including compliance with applicable federal securities laws.

Pauley Financial and our personnel owe a duty of loyalty, fairness and good faith towards our clients,
and have an obligation to adhere not only to the specific provisions of the Code of Ethics but to the
general principles that guide the Code.

Our Code of Ethics includes policies and procedures for the review of quarterly personal securities
transactions reports as well as initial and annual securities holdings reports that must be submitted
by the firm’s access persons. Among other things, our Code of Ethics also requires the prior approval
of any acquisition of securities in a limited offering (e.g., private placement) or participation in an
initial public offering. Our code also provides for oversight, enforcement and recordkeeping
provisions.

Our Code of Ethics further includes the firm's policy prohibiting the use of material non-public
information. While we do not believe that we have any particular access to non-public information,
all employees are reminded that such information may not be used in a personal or professional
capacity.
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A copy of our Code of Ethics is available to you and prospective clients upon request and at no
charge.

Our Code of Ethics is designed to ensure that the personal securities transactions, activities and
interests of our employees will not interfere with (i) making decisions in the best interest of advisory
clients and (ii) implementing such decisions while, at the same time, allowing employees to invest for
their own accounts.

Our firm and/or individuals associated with our firm may buy or sell for their personal accounts
securities identical to or different from those recommended to our clients. Either of these policies
creates a potential conflict of interest with our clients, which we are mitigating through our personal
trading policy and monitoring of personal securities trades.

To avoid the possibility of front-running, it is the expressed policy of our firm that no person
employed by us may purchase or sell any security prior to a transaction(s) being implemented for an
advisory account, thereby preventing such employee(s) from benefiting from transactions placed on
behalf of advisory accounts.

We have established the following policies and procedures for implementing our firm’s Code of
Ethics, to ensure our firm complies with its regulatory obligations and provides our clients and
potential clients with full and fair disclosure of such conflicts of interest:

e No principal or employee of our firm may put his or her own interest above the interest of an
advisory client.

e No principal or employee of our firm may buy or sell securities for their personal portfolio(s)
where their decision is a result of information received as a result of his or her employment
unless the information is also available to the investing public.

e We require delivery and acknowledgement of the Code of Ethics by each supervised person of
our firm.

e We have established policies requiring the reporting of Code of Ethics violations to our senior
management.

e Any individual who violates any of the above restrictions may be subject to sanctions
including termination of employment with the firm.

Item 12 Brokerage Practices
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Pauley Financial has elected to use a single custodian with which to serve clients, TD Ameritrade.

Our decision is based on analysis of TD Ameritrade’s discounted commission structure, the
availability of mutual funds with no transaction fee, trading platforms, electronic reporting, online
access for our clients, and financial stability. Not all investment advisors require their clients to open
their accounts with a specific custodian. Our choice of one custodian through which we execute our
trades may affect our ability to achieve the most favorable execution of your transactions, potentially
increasing costs. In recommending TD Ameritrade as custodian and as the securities brokerage firm
responsible for executing transactions for your portfolios, we consider at a minimum:

e existing relationship with us,
e financial strength,

e reputation,

e reporting capabilities,

e execution capabilities,

e pricing, and

e types and quality of research.

The determining factor in the selection of a broker-dealer/custodian to execute transactions for your
accounts is not the lowest possible transaction cost, but whether they can provide what is in our
view the best qualitative execution for your account.

We participate in the institutional customer program offered by TD Ameritrade Institutional. TD
Ameritrade Institutional is a division of TD Ameritrade Inc., member FINRA/SIPC /NFA ("TD
Ameritrade"), an unaffiliated SEC-registered broker-dealer and FINRA member. TD Ameritrade offers
services to independent investment advisers which include custody of securities, trade execution,
clearance and settlement of transactions. We receive some benefits from TD Ameritrade through
our participation in the program.

We participate in TD Ameritrade's Institutional customer program and we recommend TD
Ameritrade to our clients for custody and brokerage services. There is no direct link between our
firm's participation in the program and the investment advice we give to our clients. Along with you,
we receive economic benefits through our participation in the program that are typically not
available to TD Ameritrade retail investors.

These benefits include the following products and services (provided without cost or at a discount):
duplicate client statements and confirmations; research related products and tools; consulting
services; access to a trading desk serving adviser participants; the ability to have advisory fees
deducted directly from client accounts; access to an electronic communications network for client
order entry and account information; access to mutual funds and Exchange Traded Funds with no
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transaction fees and to certain Institutional money managers; and discounts on compliance,
marketing, research, and technology.

Some of the products and services made available by TD Ameritrade through the program may
benefit us but may not benefit our client accounts. These products or services may assist us in
managing and administering client accounts, including accounts not maintained at TD Ameritrade.
The benefits we receive through participation in the program do not depend on the amount of
brokerage transactions directed to TD Ameritrade. Clients should be aware, however, that our
receipt of economic benefits creates a potential conflict of interest and may indirectly influence our
recommendation of TD Ameritrade for custody and brokerage services. Pauley Financial may
encourage their clients to custody their assets at TD Ameritrade and whose client accounts are
profitable to TD Ameritrade.

TD Ameritrade is a discount broker-dealer independent of an unaffiliated with Advisor and there is
no employee or agency relationship between TD Ameritrade and Pauley Financial.

Pauley Financial receipt of these benefits does not diminish our duty to act in the best interests of
our clients, including seeking best execution of trades for client accounts.

As a matter of policy and practice, Pauley Financial does not generally block client trades and,
therefore, we implement client transactions separately for each account. Consequently, certain
client trades may be executed before others, at a different price. Additionally, our clients may not
receive volume discounts available to advisers who block client trades. Many investment advisors do
aggregate, or block trades for you.

Item 13 Review of Accounts

CAPITAL MANAGEMENT SERVICE AND FINANCIAL CONSULTING GOLD/PLATINUM SERVICE

REVIEWS: While the underlying securities within all of our Capital Management Service client
accounts and FCS Gold and Platinum client accounts are monitored on an ongoing basis, client
accounts are reviewed quarterly at a minimum. Accounts are reviewed in the context of each client's
stated investment objectives and guidelines. More frequent reviews may be triggered by material
changes in variables such as the client's individual circumstances, the market, and the political or
economic environment. Additionally, we are happy to review the client's portfolio at any time upon
his/her request. These accounts are reviewed by one of our advisors.

REPORTS: In addition to the written or electronic monthly statements and confirmations of
transactions that Capital Management Service, FCS Gold, and Platinum clients receive from their
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financial institutions, we provide access to MoneyGuide Pro, a software platform that allows Clients
to view their account balances and holdings as those institutions have reported to us.

FINANCIAL CONSULTING BRONZE/SILVER SERVICE

REVIEWS: We conduct an annual review for Financial Consulting Service Bronze and Silver clients
and update their financial goal plan as appropriate.

REPORTS: In addition to the written or electronic monthly statements and confirmations of
transactions that Bronze and Silver clients receive from their financial institutions, we provide access
to MoneyGuide Pro, a software platform that allows Clients to view their account balances and
holdings as those institutions have reported to us.

RETIREMENT PLAN INVESTMENT ADVISORY CONSULTING

REVIEWS: While the underlying funds within all of our Retirement Plan Investment Advisory
Consulting plans are monitored on an ongoing basis, retirement plans are reviewed at least annually.
More frequent reviews may be triggered by material changes in the funds, the market, and the
political or economic environment. Additionally, we are happy to review the plan upon the request
of company management.

These accounts are reviewed by one of our advisors.

REPORTS: Reports are to be provided by the plan participant record keeper.

Item 14 Client Referrals and Other Compensation

It is our policy not to engage solicitors or to pay related or non-related persons for referring potential
clients to our firm.

It is our policy not to accept or allow our related persons to accept any form of compensation,
including cash, sales awards or other prizes, from a non-client in conjunction with the advisory
services we provide to our clients other than benefits discussed above in Item 12.

Item 15 Custody

An investment advisory firm has custody of client funds or securities when it has the authority to
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access either. We previously disclosed in the "Fees and Compensation" section (Item 5) of this
Brochure that our firm directly debits advisory fees from client accounts, giving us a nominal form of
custody of our clients’ funds. As part of this billing process, the client's custodian is advised of the
amount of the fee to be deducted from that client's account. On at least a quarterly basis, the
custodian is required to send to the client a statement showing all transactions within the account
during the reporting period.

In addition to the periodic written statements that clients receive directly from their custodians, we
also send written account statements directly to our Capital Management Service (CMS) clients and
Financial Consulting Service (FCS) Gold clients on a quarterly basis. We urge our clients to carefully
compare the information provided on these statements with those the clients receive from their
custodian to ensure that all account transactions, holdings and values are correct and current.

Certain clients have granted us online access to accounts not custodied at TD Ameritrade such as
their 401(k) plan or their 403(b) plan. Depending on the sites capabilities, this access may allow us to
make changes to beneficiaries, address, contribution amounts or investment elections; however, we
do not alter account holdings without express, prior authorization from the client. We have these
accounts reviewed annually through surprise exam by a non-related third party Public Accounting
Oversight Board standard accounting firm. These accounts are considered discretionary since the
firm has access to the accounts and are therefore included in our reported discretionary AUM.

Clients also may provide login information to us or directly themselves link other accounts (not
managed by Pauley Financial) to their financial plan which they may access directly via their
MoneyGuidePro login. The third party tool used to provide this account aggregation functionality
through MoneyGuidePro is called Yodlee. Clients may choose to link other assets or liabilities, credit
cards, insurance or frequent flier accounts to their plan via the Yodlee system. Pauley Financial is not
managing or including in strategic asset allocation re-balancing any of these accounts, nor does the
firm trade or make recommendations on any linked accounts. This information is primarily used by
clients to derive an automatically refreshed net worth view that is closer to a client’s actual, real-time
values. Liabilities and account balances are updated periodically through the Yodlee electronic
linkage.

Item 16 Investment Discretion

As previously disclosed in Item 4 of this brochure, our firm provides discretionary and non-
discretionary asset management services.
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Item 17 Voting Client Securities

As a matter of firm policy, we do not vote proxies on behalf of clients. Therefore, although our firm
may provide investment advisory services relative to client investment assets, clients maintain
exclusive responsibility for: (1) directing the manner in which proxies solicited by issuers of securities
beneficially owned by the client shall be voted, and (2) making all elections relative to any mergers,
acquisitions, tender offers, bankruptcy proceedings or other type events pertaining to the client’s
investment assets. Clients are responsible for instructing each custodian of the assets, to forward to
the client copies of all proxies and shareholder communications relating to the client’s investment
assets.

We do not offer any consulting assistance regarding proxy issues.

Item 18 Financial Information

We have no additional financial circumstances to report.

Under no circumstances do we require or solicit payment of investment management or financial
planning fees in excess of $500 per client more than six months in advance of services rendered.
Therefore, we are not required to include a financial statement.

We have not been the subject of a bankruptcy petition at any time.
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